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Must American Taxpayers 
Support the British Economy? 


* 


Mr. Jounson: Today we are presenting a joint discussion by two 
“members of Parliament on the London Forum at the studios of the 
British Broadcasting Corporation and two United States senators on 
the University of Chicago Rounp Taste from New York City. We take 
you now to London, to Edgar Lustgarten, chairman of the British 
‘participants in this program. 

Mr. Lustcarten: We are very glad to start off and to say “hello” to 
you over there from the three of us in London. With me there are two 
prominent members of the British House of Commons. On the Con- 
servative side, the government side, Ralph Assheton, who during the 
war was Financial Secretary to the Treasury; and from the Labour 
side, the opposition side, there is Hugh Gaitskell, who became Chan- 
cellor of the Exchequer in October last year and remained so until the 
Labour government went out of office a few weeks ago. Well now, 
Johnson, would you like to introduce your speakers in New York, and 
perhaps at the same time one of them would like to lead off the dis- 
cussion ? 


Mr. Jounson: The American participants here in New York are 
Ralph E. Flanders, Republican senator from Vermont and a New 
England machine-tool manufacturer, and William Benton, Democratic 
senator from Connecticut, a leader in American business, and a former 
Assistant Secretary of State. Senator Benton, must American taxpayers 
support Britain’s economy? 


Senator Benton: Certainly I think that Senator Flanders and I agree 
that American taxpayers do not feel that they must support anybody’s 
economy, including Britain’s. What we are after in our 7.2-billion- 
dollar appropriation in our mutual defense act is the common defense 
‘of Western free nations. Today we are primarily interested in Britain’s 
economy as it bolsters this common defense. 
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I am just back from Strasbourg, where I served as a delegate from: 
the American Congress, discussing European unity with the representa- - 
tives of the Legislative Assembly of the Council of Europe. Applied to) 
Britain, the big questions were not her dollar gap, her shortage of man- 
power, or other questions which might be called economic. The big; 
questions were political and military. Will Britain join the European . 
Army under General Eisenhower? Will she join the Schuman Plan, , 
and so on? Incidentally, the answer of her government on both these: 
questions is “No.” 


Mr. Jounson: Lustgarten, you have some good questions for your’ 
participants. 
Mr. LusteartTen: I will call them in turn—Gaitskell first. 


Mr. GartsKELL: To start with I would agree with the approach that: 
both senators have to this problem. We see that they argue the matter’ 
as a question of partnership. Britain and America, and the other free: 
nations of the world, have got themselves together to build up their: 
defenses against the danger of attack from Soviet Russia. We have to: 
see to it that we have adequate defenses; and we have also got to see: 
to it that the burden of defense is fairly shared among the different: 
countries. The work on all that is, of course, taking place not, if I may 
say, Senator Benton, in Strasbourg, but in the North Atlantic Treaty: 
Organization, in NATO, which has also had a meeting—in Rome, not: 
in Strasbourg. 

So far as support for Britain’s economy is concerned in the sense that » 
we are dependent upon you and want taxpayers on your side to help us, , 
our answer is “No” to that. We certainly do not think that they ought: 
to support us. But in the sense of paying a fair contribution, we are: 
supporting you just as much as you are supporting us. I leave the Euro- 
pean federation question to my friend, Ralph Assheton. 


Mr. Lustcarten: Righto. Your turn, Assheton. 


Mr. AssHeton: I do not know, Senator, that I have much of an. 
opinion to express on the European federation. I know how important: 
it seems to you, but you know that making a federation is not an easy’ 
thing. Your federation grew, and I think that that is how most federa-- 
tions come into being. 

Upon the question of whether American taxpayers must support: 
Britain’s economy, I agree with Gaitskell. Is it not really a question of’ 
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both sustaining the economy of the free world? And is there any pos- 
sibility of any free world economy unless Britain can play her part? 
You remember what Marshall said in his famous speech in June, 1947. 
It is not just a question of American taxpayers supporting Britain’s 
economy; in a sense now it is all one economy; otherwise General 
Eisenhower at Fontainebleau does not really make sense. We are part- 
ners in progress, and we need each other so badly. 


Mr. Lustcarten: Those are the two first contributions from here, 
and it has probably struck you, as it struck me, that the great emphasis 
is upon partnership. I wonder what your speakers think about that. 


Mr. Jounson: Senator Flanders, go ahead; it is yours! 


Senator Fianpers: In any effective partnership the responsibility is 
on both members of the partnership. So far as economic support is 
concerned, with us that will be tied up with defense primarily. But it 
is not clear to us that your method of doing business, your method of 
working, leads to the strongest economic support to that partnership 
within yourselves. We see you given up to a doctrine of restraining 
competition. We see you with cartels in a legal form. We see you with- 
out any effective spur to production from the kind of competition 
which we have here. That is one of the things which makes us quite 
dubious about economic support which is not closely tied in with de- 
fense measures. And I presume that others have told you before now 
that we look with a glazed eye upon your lack of competition and 
think that it does you harm. We do not want to make up the deficien- 
cies for your deficiency in competition. 


~ Mr. Jornson: Senator Benton, I believe that you have a word, too, on 
this area of competition. 


Senator Benton: I was interested in the comment on NATO in 
Rome; and I agree with it wholly. NATO is one organization through 
which we can work toward European confederation and European 
unity. 

But Senator Flanders’ comment just now seems to bring out the fact 
that the American people and the American Congress do not cotton to 
the British Socialist government’s attitude in economic questions. For 
that matter I think that it can equally be said to be true toward the 
Conservative party’s background in the field of the conduct of business 
and general economic questions. I am fond of quoting a comment by 
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Geoffrey Crowther, the distinguished editor of the London Economist, 
who once said in a speech here in the United States that in England 
a man is put into the House of Lords for the very same thing which, i 
the United States, we would put him in Sing Sing Penitentiary. 

I find in Europe—not only in England but all throughout Europe 
that the application of our antitrust laws, the first of which was passe 
in 1890, and the tremendous impact that the antitrust laws have giv 
to the development of competition and to the development of produc+ 
tivity in the American economy are not generally understood. 


Mr. Jounson: We would like to hear, Lustgarten, your participants’ 
comment on Sing Sing and the House of Lords, if you will. 


Mr. LusrcarTen: We certainly want to take up this point of pullin 
our weight in the partnership. 


Mr. Garrskett: I think that I would like to say this about partner 
ship: A partnership is not going to thrive, you know, if we are goin 
to spend all our time trying to impose our ideas on each other and try- 
ing to interfere with each other’s internal arrangements. As a matter of 
fact, I do not disagree myself at all with what is being said about com: 
petition and cartels. I think that it is true to say that in this country i 
the past we have been much too tender toward the notion. I coul 
speak at some length on that, but I do not think that we need to g 
into past history. I think that Assheton would probably agree with m 
that nowadays there is a much stronger sentiment against monopolies 
and cartels than there has ever been before. At any rate, we have mad 
a beginning in dealing with them. 

I do not want to introduce party politics on this side, but in the 
Labour government we set up the Monopoly Commission here, the jo 
of which it is to investigate monopolies. It has started off; it has pro» 
duced a few reports; and the Conservative government has come in} 
and it is also going to speed it up. I think that that is all to the good! 

I would like to say one other thing if I am not going too long. You 
know, you may say over on your side that we have got it wrong about 
competition and productivity; I say that you have it wrong about what 
has happened here since the war where we have a very fine production 
record indeed. Production rose here from 1946 to 1950 by 40 per cent in 
four years. That does not look as though there was a terrible lack of 
incentive or a terrible lag in productivity, does it? ) 
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Mr. Lusrearren: Assheton, do you agree with Gaitskell about our 
production ? 


Mr. Assueron: I have a slightly different approach perhaps from 
Gaitskell on this, but I do agree with what he said about monopolies. 
I think that over in the States you perhaps look at this with a slightly 
different eye; but I do want to say that Gaitskell is quite right about 
our personal production effort. On the other hand, I know very well 
that you do criticize and that you have criticized our Socialist govern- 
ment. On that point I want to emphasize that we have another govern- 
ment here now. As evidence of what we are doing, I would like to call 
your attention to the steps which have already been taken by the 
Churchill government. I would like to call your attention to what the 
Chancellor of the Exchequer has done in raising the rates of interest 
and putting into effect a policy of disinflation. I believe, and I expect 
that Senator Flanders does too, that raising interest rates and tighten- 
ing credit puts people on their toes and tends to cut out extravagance, 
in the Exchequer as well as in the government service, and that all 
tends to competition’s being made more effective. We have now an- 
nounced too that we are going to do all that we can to cut down gov- 
ernment expenditure; and we mean to do it. 


Mr. Lustcarten: We have kept you waiting a bit on that, but we 
felt rather strongly on the point. 


Mr. Jonson: Over here we were greatly impressed in November, 
when the Chancellor of the Exchequer, Mr. Butler, said that unless 
Britain halted the development which had been taking place, this de- 
velopment would condemn Britain to be idle, bankrupt, and hungry. 
I know that Senator Flanders and Senator Benton want to speak to 


this point. 


_ Senator Fianoers: I would imagine that there is at least 473 per cent 
political content to that statement of Mr. Butler’s. But may there not 
be a grain of truth in it? I was just looking at the figures for gross 
national product of our two countries. Per capita in the United States, 
we figure it at two thousand and thirty dollars and in Great Britain at 
seven hundred and eleven dollars. And we would attribute a good 
measure of that to our active competition on this side of the water. I 
might make a remark which I have stolen from my vis-d-vis here to the 
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effect that both Mr. Churchill and Mr. Attlee, both of them, are to the 
left of President Truman. 
SENATOR BENTON: In an economic sense. 
SENATOR FLANDERS: Yes, in an economic sense. 


Senator Benton: I am very much interested in Mr. Gaitskell’s com- 
ment about partners and partners’ not interfering with each other in 
their internal affairs and relationships. That has been the American 
policy in the administration of the Marshall Plan. We have given away 
these vast sums of money in Europe, and we have not interfered. That 
has been the policy in each country. President Spaak, when he wound 
up the Strasbourg Conference, was bitterly critical of the United States 
on that policy. He said to us, “Why don’t you lay down the rules 
of the game? Why don’t you force us to unify? You can see to it that! 
we are never going to do it unless you do lay down the rules and take 
the leadership.” 

Secondly, on this field of productivity, I do think that this is one area 
where we can speak as experts, even if we do not lay down the rules. 
Fifty years ago the productivity per man in the United States was about 
that of western Europe. Today it is three or four times that of western} 
Europe. And the answer is not merely the two World Wars, and it is 
not merely our great market, and it is not merely the energy of our: 
people. As Senator Flanders has brought out, again and again, it is our: 
economic system which forces competition, and hard thinking, and 
hard work to make better products at lower prices if the businessman 
is going to prosper and succeed. Nothing in my judgment could be: 
more false than the mistake on both sides of the Atlantic on comparing} 
the two parties in England with the two parties in the United States., 
The Conservative party is not really very much like our Republican, 
party; and the Socialist party does not resemble our Democratic party 
at all. Both our parties in this country are closer to the old Liberal party 
and share a common belief in this economic system as outlined by’ 
Senator Flanders. 


Mr. Jounson: We on this side are puzzled as to why the crisis at the! 
present moment, anyway, in the British situation. 


Mr. GarsKeELu: I have a good deal to reply. I am not taking all that,, 
you know, from you. First of all, about Mr. Spaak. I reckon that if, in: 
fact, you were trying to carry out instructions from all the Europeans; 
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as to the conditions you were to lay down in return for the aid you are 
giving, you would be in a bit of confusion quite soon. You see, Mr. 
Spaak will run his particular condition that he thinks should be made, 
and all the other people will run other conditions. If I may say so, I 
very much hope you will stick to the sound rules which General Mar- 
shall laid down that you were not going to interfere with the internal 
affairs of the other NATO countries. I do not think that it will be at 
all good for the partnership, and I mean that very seriously, indeed. 

Now, as to the United States economic situation. I do not think real- 
ly that there is a great deal between us here. I have already said that 
the attitude toward monopolies in Britain has changed, and Assheton 
agrees with me. But, you know, it is no use dismissing the other fac- 
tors. You just happen to have a great many raw materials much more 
easily “get-attable” that we have, and you happen to have a lot of other 
things as well. We have been pushing on our production pretty fast 
since the war. Of course there are deficiencies. But I think that the right 
line is to help each other. For example, the Anglo-American Council 
on Productivity, which I believe you both know about, has, I think, 
done a very good job in arranging visits from here mostly to America 
to see industrialists, trade-union leaders, and so on. These people have 
come back and produced quite a lot of very valuable assistance. 

Now I only want to say one thing about the crisis so called. I think 
that you can say this: In 1950 we had an exceptionally good year—a 
year in which Britain had a large surplus on her balance of payments 
and in which the sterling area, as a whole (and we must not forget that, 
you know, because that is really what determines the dollar problem), 
also had for the first time a dollar surplus. It is obvious that, looking 
back on it now—and indeed I gave some warnings about this myself 
at the time—that there were many temporary factors in that. In partic- 
ular we had very high prices for sterling-area materials. We were im- 
porting on too low a level, and there was a substantial inward flow of 
capital. In part what is happening now is simply the fact that these were 
temporary factors and are not continuing. Sterling-area prices are now 
down pretty well to the pre-Korean level, certainly in some cases. The 
imports have had to go up. There is a far larger volume of imports 
coming into Britain and the rest of the sterling area, and, of course, the 
movement of capital must be the other way. 

One last word on the economic situation: I think that there are two 
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other reasons which have played a part. One, of course, is the Persian 

situation, which costs about three hundred million dollars. And the 

other is the beginning of the impact of the defense program. We had 
to import more in the way of machine tools. We have done a good deal 

of stockpiling, though that has now had to be slowed down at any rate 

by the present government. Of course, there is no getting away from it, 

some of our exports to the United States—semimanufactured materials, 

nonferrous particularly—have had to be cut out completely. I am sorry 

that that was rather long, but it is a big subject. 


Mr. Lusrcarren: And before I call on Assheton again, it is only fair 
that perhaps one of your speakers would like to deal with Gaitskell. 


Mr. Jounson: I think that Senator Benton would like to deal with 
Mr. Gaitskell. 


SENATOR Benton: I am very happy to have that chance, because I 
concur with Mr. Gaitskell’s point on American policy. It is our policy 
not to interfere. That is what it has been. That is what I think it will 
continue to be. On the other hand, there are many who disagree with 
that policy, and Mr. Spaak is a good example. I do not think that re- 
sponsible spokesmen for the State Department, for example, can talk 
about these things with the freedom which is given to some senators. 
It is helpful to get them out in the open where we can see them and 
can understand them. | 

I am glad that Gaitskell mentioned the Anglo-American Council of 
Productivity. These seventy teams which have come over here from 
England are having a great influence back in England in the field of 
productivity, according to much testimony given me when I was in| 
London a month ago. Indeed, they may turn out to be the most impor- 
tant aspect of the Marshall Plan applied to England, even though their 
cost is small. 


Mr. GartsKe tt: I think that that is absolutely true. I just wanted to 
intervene to say that. 


Senator Benton: May I conclude by congratulating the Labour gov- 
ernment for setting up its Monopoly Commission, even though I regret 
that its actions have been rather tepid. And may I congratulate the 
present government for the item in the King’s speech, calling for a 
strengthening and a reemphasizing of this attack upon monopoly so. 
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that, as Mr. Gaitskell put it, the attitude toward the cartels may become 
much less tender and so that British businessmen may be forced to 
want to compete here in the United States in order to get American 
dollars to help close the dollar gap. One of the tragedies today on the 
subject of the dollar gap is that so many British businessmen would 
rather not come into the United States and actually have failed to come 
in to try to develop this market. Such, for example, is Imperial Chemi- 
cals, England’s biggest company, which is now under indictment by 
our own Department of Justice because it has failed and agreed, ap- 
parently, according to charges of the Department of Justice, not to 
come into the American market. 


Mk. JoHnson: Senator Flanders would like to comment here at this 
point. 

SENATOR Fianpers: We have had some discussion about British in- 
ternal conditions and some which is rather critical. I want to say that 
for myself I feel a great deal of sympathy for the British situation. I 
lay the sum of your troubles, in fact, many of them, to the very heavy 
burden of taxation which you have had to have as a result of the war. 
I just want to say that we are not going to carry the same heaviness of 
burden of taxation, because we think that it will lead us toward na- 
tional socialism. 


Mr. Jounson: Lustgarten, do you want to take it back on that point? 


Mr. LustcarTEN: Yes, we do. I must say that the blushes are just sub- 
siding after Senator Benton’s congratulations all round, and I will ask 
Assheton to go ahead. 


~Mr. Assueton: Senator Flanders, of course I agree with you about 
taxation. I think that it has been much too high here. I know what sac- 
rifices you are going through now with the heavy taxation which you 
are enduring. It is immensely heavy; but it is not nearly so heavy as 
ours yet. And we have endured this level of taxation for ten years. If 
you must know, we are taking on a great deal now, and our share of 
the rearmament burden is as great as yours in proportion to our re- 


sources. 


SENATOR Fianpers: We will not be able to help you unless we avoid 
those extremes of taxation. 
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Mr. AssueTon: I agree with that. I think that you are right. Gaitskell 
is looking at me and does not’ seem quite sure; but that is my view. 

To go back to this productivity question, we are short of food, and» 
we are short of other essential materials such as steel and maize. You 
cannot imagine what a difference it would make to us to have eight hun- 
dred thousand tons of steel, or scrap iron, or other essential stock. And 
you cannot imagine what a difference it would make to us if we could 
get some maize to feed our livestock. I keep cows, and I keep pigs; and 
I cannot get enough to feed them. And we are short of capital, too, 
here. Just as our capital poured into the Western world in the last cen- 
tury and there built it up, so now we need American capital here; and 
there are plenty of profitable uses for it. But I realize well that Ameri- | 
can businessmen want security for their capital here, and that is one of 
the many reasons why I am convinced that we must make the pound 
convertible again as soon as we possibly can. 


Mr. Lustearten: Johnson, if I pass it back to you, will you play ball 
with me—one speaker, and then back to me? 


Mr. Jounson: Righto. 

Mr. Lustcarten: Hard bargaining! 

SENATOR Fianpers: I interrupted, and I apologize. 
Mr. JoHNnson: Senator Benton, you are ready. 


Senator Benton: I found on my recent visits to Europe that the ex- 
tent to which taxes are being levied here in the United States is not 
generally understood throughout the Continent. We are taking about 
25 per cent of the pay of the average workingman today—in fact, of the 
entire American people, in taxes. That does not come up in percentage 
to the figures in England; but, of course, it amounts to about twice as 
much money per capita—about five hundred dollars per capita here in 
the United States in contrast to about half that sum in England. Now, 
England and the United States not only pass the tax laws but they then 
go out and collect the taxes. One of the troubles on the Continent has 
been that in France, Italy, and elsewhere the taxes are not collected 
from the rich people. We have heard a good deal about that here in the 
United States, because the bottom third of our people here in the 
United States, who also are taxed heavily, indirectly as well as directly, 
live far less well, not half so well or a third so well, as the top third of | 


, THE UNIVERSITY OF CHICAGO ROUND TABLE ll 


the people in Europe. When we contrast the standards of living be- 
tween the United States and Europe, it is always done with averages, 
whereas our bottom third here are really, comparatively speaking to the 
top third in Europe, very badly off indeed. 


Mk. Jornson: Lustgarten, it goes back to you. 


Mr. Lustcarten: Thank you very much, indeed. That is very fair 
indeed. Gaitskell, will you continue? 


Mr. Gartsketi: I think that Senator Benton is coming over very 
nicely to our point of view—the point of view of the Labour govern- 
ment here—because he is criticizing the inequality of incomes on the 
Continent, and I quite agree with him. I think that that is a serious 
factor. Indeed, I would go so far as to say that I think it is one of the 

~causes of communism in Italy and France. And now I am quite serious 


with that. 
SENATOR BENTOon: I agree on that. 


Mr. Gartskev: I do not want to prolong the argument about taxa- 
tion, but I do very much doubt if the Conservative government is likely 
to reduce taxation here. Assheton may have his hopes, but I was Chan- 
cellor of the Exchequer, and I know perhaps a little about the problem 
at the moment, unless they are to go back on a lot of election promises 
which, of course, we would not expect them to do. 

And then so far as the European Continent is concerned, I think that 
Senator Benton is absolutely right. If they could tighten up the tax 
system, if they could really do something to skim off some of the luxury 
‘spending that is going on there, well, it would be a very good thing. 
It would be healthier financially, and it would enable Europe to make 
a bigger contribution to defense. 

And the last thing I just want to say, to go back to what we were 
talking about earlier, is that we can all be glad, whatever our breath- 
ings about taxation and views on taxation, to realize that we are going 
to be partners together. We are going to get around the table, and we 
are going to compare the burdens you carry. You have been very kind 
about us, and I think that it is true that we are carrying a pretty heavy 
burden in Britain. You are carrying a heavy burden, too, and let us 
contribute in that spirit to each other—not niggardly, not meanly, but 
seeing that we are each doing our fair share in pulling our weight. 
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Mr. LusrcarTEN: Johnson, there are a few seconds left—it is yours! 
Mr. JouNson: Senator Flanders would like to make a suggestion. 


Senator Fianpers: I spoke about being sympathetic to the British 
situation. I want to make a suggestion to see if there is anything it it. I 
will make it quickly. You do not have underemployment in Great 
Britain. They have underemployment in France, and particularly in 
Italy and in Germany. Why should not most of the matériel for defense 
come from those countries of underemployment and leave you with 
your workmen free to produce goods to raise the standard of living? 


Mr. Lustearten: I do not think that we have really got time to say 
any more, have we? It falls to me now to bring the discussion to a 
close. I say “close” it; I shall not try to sum it up because it would be a 
presumption on my part to come forward as an interpreter for speakers 
who have put their point of view so clearly. But I must add this: It is 
only by this kind of frank expression of opinion that we can under- 
stand what is in each other’s mind. That is at any rate a first step to- 
ward agreement. So, it is really in the hope that we have done some 
positive good that I say thank you from us in England to our free 
friends in the United States. 


Mr. Jonnson: Thank you, Lustgarten, and your two participants in 
London. It has been an unusual broadcast. Senator Flanders and Sena- 
tor Benton join me in the thanks for the frank discussion across the — 
Atlantic. 
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BRITAIN’S ECONOMIC POSITION* 
* 


THE PRESENT POSITION 


During the third quarter the sterling area had a gold and dollar deficit 
of $638 million. This represented a heavy adverse swing from the two 
previous quarters which showed a surplus of $360 million and $54 million 
respectively. It was realised that the fourth quarter would also show a 
heavy deficit, but it was hoped that this would not be so great as the 
deficit suffered in the third quarter. Mr. Butler announced, however, 
that in the month of October alone the dollar deficit of the sterling area 
amounted to $320 million, a very much greater rate than in the third 
quarter. 

On present trends it is estimated that the current deficit of Britain 

“in 1952 would be of the order of £500 million to £600 million.1 The 
loss of gold and dollars by the sterling area as a whole might be even 
greater. 

THE CAUSES OF THE PRESENT DIFFICULTIES 


Over the past year the terms of trade have moved very seriously against 
Britain: the prices of her imports have risen by much more than the 
prices she can ask for her exports. The increased defence programme 
imposes a heavy new burden. The dispute with Iran over oil is costing 

Britain very heavily. These factors have increased external expenditure 
by £600 million a year as compared with 1950. The internal economy 
is under heavy strain, and according to Mr. Butler’s analysis, its resili- 

ence is limited through rigidity in the basic industries—coal, inland 
transport and steel. A fact to be faced, he said, was that excessive de- 
mands internally and an easy internal market did not make for low 

“imports and high exports. 


THE NATURE OF THE CRISIS 


In its scale the crisis is comparable with that of 1947. In its nature, 
however, it is a general balance of payments crisis and not only a dollar 


* On November 7, 1951, the new Chancellor of the Exchequer, the Right Honourable 
R. A. Butler, made a speech in the House of Commons in which he analyzed. the eco- 
nomic problems which confront Britain and announced the steps which were being taken 
to tackle these problems. A summary of the main points, together with some comments, 
is included here. (Courtesy British Information Services.) 

1 The official exchange rate a pound sterling is $2.80. 
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crisis as in 1949. So long as the rest of the sterling area was in strong 
surplus and accumulating sterling, the impact of the crisis was to some 
extent concealed. More recently, however, many of the countries in the | 
rest of the sterling area have suffered a fall in the prices of the raw ma- 
terials which they export and have been faced with an increasing volume 
of expenditure, with the result that they are now in deficit. The full 
impact of the deficits of Britain and of the rest of the sterling area is 
being felt on the central reserves and on Britain’s position in the Euro- 
pean Payments Union. These facts may be summed up by saying that 
all the world is now “hard currency” for Britain and the rest of the 
sterling area. 


THE GOVERNMENT'S GENERAL APPROACH TO THE PROBLEM 

In describing the grave difficulties with which policy had to contend, 
Mr. Butler declared that drastic measures must be taken to halt a de- 
velopment which would otherwise condemn Britain to be “idle, bank- 
rupt and hungry.” The essence of the solution was that it must be vigor- 
ously expansionist. The supply of two materials, coal and steel, was the 
limiting factor on output and exports. The supply of these two materials 
must be increased. Expanding exports are essential since these are the 
only way in which Britain can pay for the imports she must have. At 
the same time, internal claims on the country’s resources will have to be 
cut so as to provide a solid basis on which to build an expanding econo- | 
my. The re-armament programme and the housing programme must 
and will be carried through. 


REDUCING THE OVERLOAD ON THE INTERNAL ECONOMY 


The building industry is overloaded. Its efficiency must be increased 
by giving it a period of three months in which no new building will be 
started save in cases of exceptional urgency in the national interest. In 
this way projects which have already been started will be completed 
in the most economic and efficient manner, and the decks will be cleared 
for the vital task of matching capacity and new requirements. This de- 
cision does not apply to the housing programme. The Government in- 
tends to increase the portion of building capacity devoted to new housing, 
but a start on this must wait until the general overload on industry is 
reduced. There will be a careful review of investment in plant and ma- 
chinery in order that more capital goods may be available for export. 
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GOVERNMENT EXPENDITURE 
The Government has already started a radical review of all Govern- 
ment expenditure, particularly capital expenditure. The draft estimates 
put forward by Government departments for the coming fiscal year 
will be subjected to the closest examination on this basis. 


INTERNAL FINANCIAL MEASURES 


The Bank of England has raised the bank rate from 2°/ to 24°/. The 
rate at which the Bank will, when necessary, lend against Treasury Bills 
will henceforward be 2°/. Bill rates which have hitherto been held at 
about 3° may therefore be expected to increase and to fluctuate accord- 
ing to market conditions. The floating debt is being brought into more 
manageable proportions by a short-term Funding operation based on 
the issue of £1,000 million, of one, two and three-year Funding Stocks 
against the surrender of Treasury Bills. The preferential rate of 3% 
at which the Exchequer has hitherto advanced money to Local Authori- 
ties for housing, educational building, etc., will be raised to 33°%. There 
will be an immediate review of housing subsidies and the increase in the 
cost of Local Authority housing which will result from this higher rate 
of interest will be taken into account. 

The Chancellor has emphasised that these measures are not the begin- 
ning of a sharply deflationary policy and that there is no reason to fear 
that they will provoke unemployment. They are intended simply to lead 
to a more direct degree of credit contraction throughout the economy 
than has hitherto been effected. 

It is confirmed that a new Excess Profits Tax will be introduced and 
will operate from Ist January, 1952. 


DIRECT MEASURES 


The general measures described above will affect the general shape 
of the economy, but their influence on the present situation will not be 
immediate. Additional immediate measures are necessary. These must 
be directed very largely at Britain’s import bill. 

- The measures proposed, which will not interfere with existing com- 
mitments and contracts, are as follows: 

a) Open general import licences for a selected list of imports from 
European and other non-sterling countries will be revoked, and import 
licencing on a quota basis will be substituted. The quota will be related 


hal 
ye 


hardy ee ey 

16 THE UNIVERSITY OF CHICAGO ROUND TABLE 1 
to the value in 1950/51 of the imports in question, but they will in gen-. 
eral be well below that value. The cut will fall mainly on unrationed! 
foods but also, to some extent, on certain materials and manufactured . 
goods. It will come into force immediately and together with reduced | 
purchases on Government account is calculated to save about £150) 
million a year. 

This is an unpleasant decision and one which any British government : 
would clearly be most reluctant to make. It will deny to the British: 
people many of those items which in the last year or so they had once: 
again been able to buy. It will involve going back to some extent on the : 
liberalisation measures in European trade, in the development of which: 
Britain has played a leading part. It should be noted, however, that in: 
the absence of these cuts, Britain’s deficit with the European Payments; 
Union would continue to grow, with results that would almost certainly 
be fatal to the continued existence of the Union. It is only by reducing; 
Britain’s liberalisation standards now that the machinery which is so) 
important to the achievement of liberalisation may be preserved. Under: 
the terms of the Union, a country in dangerous deficit is entitled to limit: 
its degree of liberalisation, and in making the present cuts Britain has; 
every intention of restoring the full degree of liberalisation which she: 
had attained when more favourable times return. 

b) While the crisis lasts there will be no general increase in the con- 
sumption of rationed foods as compared with 1951. 

c) The Government does not propose to make a cut in softwood con- 
sumption but is giving prompt consideration to the reversion of all soft- 
wood purchasing to private trade, with arrangements for a global limi- 
tation of purchases. 

d) The stockpiling programme will be slowed down. This decision! 
is also a very hard one to take, since Britain, like the United States, 
attaches great importance to building up adequate stockpiles. Significant} 
quantities of certain commodities have, however, already been accumu- 
lated, and the proposed slowing down is a price that must be paid if the 
country is to achieve solvency. 

e) Persons wishing to visit soft currency countries have been entitled! 
to a tourist allowance of £100 in any one tourist year. This will now: 
be cut to £50. 

These five measures, together with the resultant saving on shipping: 
and a sharp tightening up of administrative scrutiny of external expendi-- 
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ures, are estimated to save about £350 million a year. This does not 
close the gap but is a major first step towards doing so. Together with 
the internal measures which are being taken or are proposed, they should 
result in a substantial improvement in Britain’s position and a real 
strengthening of the pound. Mr. Butler declared that if further meas- 
ures were found to be necessary, the Government would not hesitate to 


take them. 


. STERLING AREA 
_ A meeting of Commonwealth Ministers is being planned for January, 
1952. The problems which Mr. Butler described are problems concern- 
ing the whole of the sterling area whose interests are closely bound up 
with the strength of sterling as an international currency. He expressed 
the Government’s confidence that a common policy can be devised to 
strengthen and defend sterling. 


- 
BRITAIN AS A MEMBER OF N.A.T.O. AND O.E.E.C. 


The measures being taken have been framed with full regard to Brit- 
ain’s international obligations and her responsibility to avoid damage 
to her partners’ interests. Her first duty, however, is to pay her way and 
not to buy what she cannot pay for. It is clear that only by restoring the 
country’s economic and financial strength can Britain play her full part 
in N.A.T.O. and other international bodies. The Government and the 
country will do everything possible to remedy the present troubles by 
their own efforts, but the problem cannot be solved in isolation. Dis- 
cussions must be held with Britain’s partners in N.A.T.O. and O.E.E.C., 
and Mr. Butler expressed confidence that in the solution of these prob- 
lems which are, at bottom, the problems of the defence of the free world, 
Britain could look for the goodwill and the cooperation of all her col- 
leagues in the free world. 
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